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Remarks of Senator Max Baucus
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March 8, 2008

Thank you for that kind introduction. I
appreciate the opportunity to speak with you
today.

The Roman author Publius Syrus coined the
maxim: "Good health and good sense are two of
life's greatest blessings."

You at Providence do a great deal to spread
the blessings of good health. You provide highquality care to patients across the Northwest,
including to some patients very close to my heart
in Montana.
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Today, I'd like to talk with you about three
topics. And I hope that these topics make for
both good health and good sense.
* First, Medicare and Medicaid funding
* Second, the tax exempt status of hospitals
and other health care institutions
* And third, broader health care reform

Medicare and Medicaid Funding of Hospitals

As many of you know, the Medicare bill is a
major item on the Finance Committee agenda this
spring. Congress must act to block a scheduled
10 percent cut in physician payments. We must
act to extend crucial rural health provisions. And
we must do more.
2

This spring, with your help, I intend to move a
Medicare reform package that will increase
access to preventive benefits and primary care. I
intend to move a package to improve healthcare
quality. And I intend to move a package to make
the new prescription drug benefit work better.

In connection with this legislation, let me
address two issues that I know are of particular
concern to you: Medicare and Medicaid payments
to hospitals and the value-based purchasing plan
from CMS.
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With regard to Medicare funding, MedPAC
recommended the full update for hospitals in
fiscal year 2009. They did so in recognition of the
slim, often negative margins that hospitals
receive from Medicare.

It's my view that most hospitals could not
absorb cuts to their already low reimbursement.
This is especially true in rural areas. But the
President's budget would cut Medicare payments
to hospitals severely. That's one reason why the
President's budget was dead on arrival. I'm
confident that we can fend off these reckless cuts.
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But the administration still has authority to
implement misguided policies through
administrative action. The administration is
exercising this power in its most deleterious form
through the Medicaid program.

The administration has recently released
several regulations to undercut hospital
payments. I know that the effect of these
regulations on your ability to treat needy, lowincome patients would be severe. I am doing
everything in my power to block them. And I will
consider all options for doing so.
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Let me turn to the proposal to implement
value-based purchasing for hospitals. In general,
America's hospitals provide high-quality care to
our nation's sick. It is your mission to diagnose
patients, to treat them, and to return them to the
community in good health. For the most part,
hospitals perform that mission quite well.

But we also know that hospitals
health care providers

-

-

like other

deliver varying degrees

of quality. At one extreme, as the IOM's Quality
Chasm series reported, medical errors lead to
tens of thousands of deaths each year.
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And analysis by Jack Wennberg and his
Dartmouth colleagues found that health care
expenditures vary dramatically throughout the
country. And they found that high costs do not
always mean high quality. Others have confirmed
these challenges.

So what's behind the inconsistency in health
care quality? One possible answer is the
incentives generated by payments for health
services.

7

For most of its history, our health care
system has paid providers based on the amount
of services they rendered. Our health care
system has not paid providers based on the
health care outcomes achieved. We have paid for
volume, not quality. Medicare is no exception.
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The challenge before us, then, is to examine
how we might reform our payment system to align
incentives with our health care objectives. Again
to cite IOM, we should strive for a system that
provides health care that's
* safe,
* effective,
* patient-centered,
* timely,
* efficient,
* and equitable.

9

And we should pay for services, at least in
part, based on how well the care provided meets
these objectives. We should pay for quality, not
quantity.

CMS has now submitted to Congress a plan
to implement a Medicare hospital value-based
purchasing program. The CMS plan is an
important step on our path to recognizing and
rewarding high-quality care.
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But much remains to be discussed, explored,
and decided. Just this Thursday, I held a
roundtable discussion on value-based purchasing
with stakeholders from all parts of the healthcare
delivery system. Present were folks from
hospitals, clinicians, patients, insurers, and
purchasers.
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At that discussion, we asked a series of
questions. They were questions that I believe
need to be answered before we can move forward
with a value-based purchasing program. The
questions addressed topics such as quality
measure development, the identification of
performance standards, and the devilish details of
program implementation.

These are not easy questions. But we learned
a tremendous amount discussing them.
Ultimately, we must strive to ensure that the
manner in which Medicare pays for services
encourages the delivery of the highest quality
care. Our nation's seniors deserve nothing less.
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Tax Exempt Status of Hospitals

Now, let me turn to the tax-exempt status of
hospitals and other health care institutions.

Again, I start by saying that most hospitals
are doing the right thing. Many tax-exempt
hospitals work to improve neighborhoods. They
provide scholarships for students seeking health
careers. And most importantly, they serve the
health-care needs of their communities.
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In Montana, the vast majority of our non-profit
hospitals are "Critical Access Hospitals." That
includes our Poison facility, which is one of your
members. These hospitals serve rural, often lowincome, populations. Critical Access Hospitals
play a key role in rural America's health-care
safety net.

I was proud to write the legislation that
established the category in 1997. More than 4 out
of 5 Montana hospitals are Critical Access
facilities. They are located in some of this
country's most isolated communities.

14

Indeed, one thing that often distinguishes
non-profit hospitals

-

like those in Montana

-

that they operate where for-profit hospitals do
not. For one thing, they show up in small, rural
areas.

And they do more than just show up. Nonprofit hospitals are more likely than for-profit
hospitals to offer services that are unprofitable.

15

is

For example, tax-exempt hospitals are more
likely to offer psychiatric emergency services.
Those services are typically money-losers for
hospitals. And tax-exempt hospitals are five
times more likely than for-profit hospitals to
continue offering services when doing so
becomes unprofitable.

Those statistics should not come as a huge
surprise. And that's not necessarily a criticism of
for-profit hospitals. After all, for-profit hospitals
have shareholders, and non-profit hospitals don't.
Tax-exempt hospitals can continue to offer
unprofitable services on Main Street, without
regard to what they think on Wall Street.
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Thus many tax-exempt hospitals do good
work, in Montana and across the country. But
there are also significant examples where nonprofit hospitals have not provided a benefit to the
public commensurate with the tax benefits that
those hospitals receive.

I have seen reports of non-profit hospitals
that aggressively billed patients of limited means
after they received vital care that they could not
afford. Others employ overly-aggressive bill
collectors. Still others take legal action against
patients with incomes near the poverty line.
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This kind of behavior by tax-exempt hospitals
is not in keeping with the spirit of our laws
governing tax exemption. I say spirit, because
admittedly, the standards that govern tax-exempt
status are a little vague.

As a general matter, in order for a hospital to
maintain its tax exemption, the hospital must
provide "a community benefit." In the past, a
hospital qualified as providing a community
benefit if it simply
. had an open emergency room,
* had a board that was representative of the
community,
. and accepted Medicare and Medicaid.
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But recently, the IRS and Federal courts have
taken a more skeptical view toward the
community benefit standard.

The IRS now looks for a "plus factor" in
addition to a policy of open admittance. For
example, a tax-exempt hospital must also have a
charity care, medical research, or health
education program. But the IRS has not made
clear how much of this a hospital has to do.

- To some extent, this flexible standard has the
blessing of good sense. The community needs in
Manhattan, Montana, differ from those in
Manhattan, New York.

19

Unfortunately, some health providers take
advantage of these loose standards. For
example, some providers classify their
community benefit based only on their open
admission policy, while writing off bad debt as
charitable care.

The provision of charity care by tax-exempt
hospitals is an important subject. It has
significant implications for both hospitals and the
federal treasury.

20

But it is also important because it raises one
of the most pressing problems facing our nation
that 46 million Americans have no health

insurance. Arguably, if all Americans had health
insurance, we would not be having this
discussion.

But until providers and insurers have an
incentive to treat sick and uninsured patients,
we're going to struggle with the problem of
charity care. And that leads me to my third major
topic: health care reform.

21

Health Care Reform

My job as Chairman of the Finance Committee
is to prepare Congress for healthcare reform that
fits the maxim

-

reform that makes for both good

health and good sense.

America has many of the world's best doctors
and hospitals. They perform the most advanced
life-saving procedures. They keep alive the most
fragile infants. They treat the most serious
illnesses. They unfailingly expand the bounds of
medical innovation. But this best-in-the-world
medical system is still out of reach for 47 million
Americans.
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I have studied some innovative proposals
being put forth. I am optimistic. I see consensus
forming on the horizon.

What we need now is an extensive and
thoughtful dialogue in Congress. We need better
health care, so that all Americans can have the
prospect of long, happy, and productive lives.

So what ideas are most promising?

I see five principles of reform that I hope to
examine in great detail this year in the Finance
Committee. From these roots, we can grow a
better healthcare system.
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Universal Coverage

The first principle is universal coverage. We
are the richest country in the world. But America
remains the only industrialized nation that does
not guarantee coverage for all. Even the Slovak
Republic has universal health coverage.

Every American should have a right to
affordable health coverage. Individuals should
have the responsibility to get that coverage. And
we as a society should help those who do not
have the means to buy insurance on their own.
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We should sign up every newborn baby for
health coverage, at the hospital. Insurance from
birth will improve the health, quality, and
productivity of that child's life.

It makes sense for the child. It makes sense
for our health care system. And it makes sense
for our nation's economy. Guaranteeing all
Americans a healthy start is just one example of
how we can do better.
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Sharing the Burden

The second principle is sharing the burden.
Neither the employer-based system nor the
individual market can fulfill the demand for
affordable, portable, quality coverage. The way to
ensure affordable coverage is to create pooling
arrangements. Purchasing pools would bring
together large numbers of small purchasers
both individuals and small businesses.

Pools offer choice and simplify the
comparison of health plans. They provide a
single forum for leveraging multiple funding
sources -

public and private.
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To meet all these goals, pooling
arrangements must be a partnership between
public and private sectors. And they must be a
partnership between Federal and state
governments.
Controlling Costs

The third principle is controlling costs. Any
serious proposal must reduce the rate of growth
of health care costs. America cannot sustain the
rate of growth in health care spending.
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Many talk about the need to rein in Medicare
and Medicaid. I agree. We need to make these
programs fiscally sustainable. But cost growth is
an issue faced by the entire health care system,
not just the part that the Federal government
funds.

How do we get a handle on costs? First, we
must better understand what is driving cost
growth. At the most fundamental level, we know
that more people and price inflation drive costs
up. But health costs grow faster than the growth
in population and prices combined. That is what
makes health costs so complicated. Two other
factors are contributing to excess growth: new
technology and the intensity of care provided.
28

We need to act sooner, rather than later. And
we should move on several fronts.

One area that I know is of particular interest
to you is comparative effectiveness. We need to
invest in research that helps identify the most
effective and affordable medical treatment.

In 2006, America spent more than $2 trillion
on health care. That includes spending on
treatments that work and those that don't. One
real problem is that we don't have enough
information today to know what works and what
doesn't.
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Of that $2 trillion, we only spend a tiny
fraction, one-tenth of one percent, on assessing
the effectiveness of treatments. It's time to invest
more.

The Congressional Budget Office, the
Medicare Payment Advisory Commission, and the
Institute of Medicine have all called for the
creation of a new entity that would be charged
with conducting research on determining what
works in health care. I agree.
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This research would assess the comparative
effectiveness of health interventions, including
pharmaceuticals, medical devices, medical
procedures, medical services and other therapies.

This research provides better quality
evidence about the best treatment, prevention and
management of the health conditions that affect
many of us. Most importantly, this research
would help patients, payers, and providers of
health care to make better-informed decisions.

31

Patients and physicians today are
overwhelmed with information. Much of it is
biased and of poor quality. Rapid innovation has
led to a dizzying and ever-changing array of new
and expensive technologies.

Without sufficient information, however, it is
difficult to compare alternative treatments and
make a clear choice.
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The result has been wide geographic
variation in the intensity of services provided.
And another result has been patient and provider
confusion about which interventions deliver the
most value. The evidence to help patients and
their physicians make hard choices simply does
not exist.

If there has ever been a need for better
information -

on what works, for which patients,

under which circumstances

-

it is in this age of

rapid innovation, large practice variations, and
increasing demands on our health care dollars.
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I have a bill that does what the experts
suggest. It would create a new entity responsible
for the essential work of generating better
information on the effectiveness of health care
treatments. We would invest more money in this
research.

It's time. It's time to learn what works. It's
time to improve the efficiency and the quality of
our healthcare system. And it's time to give
patients and doctors the information that they
need to help them choose the right treatments, to
choose what works.
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Quality care will help us to control costs over
the long term. We should reward high-quality
care to make sure that we get the best value for
our healthcare dollars.

I will keep pushing until all Medicare
beneficiaries get the high-quality care that they
deserve.

Prevention

My fourth principle is prevention. It's true:
An ounce of prevention is worth a pound of cure.
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American health care tends to focus on what
happens when you are sick. Whether it is
hospital-based care, prescription drugs, or the
latest technological advances, we look at
treatment.

But we should not relegate prevention to the
fringe of our health care system. We should make
it the foundation.

We need to encourage primary prevention of
disease, when possible. And when primary
prevention is not possible, we need to encourage
early detection and modification of risk factors.
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Prevention should be based on good
evidence. If a preventive measure is found to do
what it's supposed to do and is cost-effective, all
insurers should cover it. And it should be part of
the quality assessments of providers.

Shared Responsibility

My fifth principle is shared responsibility. We
want universal coverage. But the question is:
Who will pay? Who will bear the burden of a new
system? Will employers, individuals,
governments, or stakeholders? This is a shared
responsibility. And all should contribute.
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I believe that our nation will look to you, the
not-for-profit providers, for leadership in this area.
Your mission has always been to serve your
community, to provide care to the needy, to be
there when help is otherwise not available. You
play a central role in our health care system and
you must continue to do so. We the policymakers
must ensure that you can not just survive, but
thrive.

Upon these five principles, then, we can build
consensus on system-wide health reform.
Everyone will give, and everyone will receive.
That's the only way to bring about system-wide
change.
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Conventional beltway wisdom has been that
the politics of health care dictate that only
incremental changes are possible. I disagree.

I am inspired, and I hope to inspire others, to
join in a national dialogue. This year, the Finance
Committee will embark on a series of hearings,
roundtables, and Member forums to highlight the
complex issues. We will plant the seeds of an
informed dialogue. And I will work with the next
President to bring about change.
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Conclusion

So let us be optimistic about the future. Let
us work together to ensure that all Americans
have access to the blessings of high-quality
health care. And let us continue to work together
for solutions that make for both good health and
good sense.

40

